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According to preliminary estimates by the UN's Economic Commission for Latin America and the
Caribbean (ECLAC), four of the six Central American countries (including Panama but excluding
Belize) registered a significant slowdown in growth during 1996. Of the six countries, only Nicaragua
and Honduras demonstrated positive GDP performance compared with 1995. Nicaragua enjoyed
the most robust growth of all the isthmian countries last year, with a 5.5% expansion of GDP, the
largest growth rate since the economy began to rebound in 1991 (see NotiSur , 03/07/96). According
to ECLAC, a hefty increase in foreign and domestic investment, combined with a noteworthy jump
in export income, fueled growth in 1996.
Honduras also benefitted from increased investment and improved export performance, allowing
that country to maintain a 3.5% GDP growth rate last year, the same as in 1995. In contrast,
Guatemala, El Salvador, Costa Rica, and Panama all reported significant downturns, although in
widely varying degrees. Costa Rica slips from recession into depression Of the four countries, Costa
Rica fared the worst in 1996. Last year, the economy expanded by just 0.5%, marking two years of
sharp and steady economic decline. In 1995, the GDP grew by 2.5%, down from 4.3% growth in 1994.
"In 1996, Costa Rica experienced its most difficult year since the economic crisis of the early 1980s,"
read the ECLAC report, which said that Costa Rica demonstrated the second- lowest rate of growth
in Latin America and the Caribbean after Venezuela. A series of factors contributed to the crisis,
including poor world prices for coffee, the country's principal export product, plus adverse weather
conditions, which destroyed agricultural crops in July and August (see NotiCen, 08/29/96).
In addition, government efforts to control inflation which succeeded in reducing the consumer price
index from 22.5% in 1995 to 14% in 1996 in turn worsened the economic slowdown. High interest
rates, combined with an increase in the value-added tax (impuesto al valor agregado, IVA) and other
levies, depressed investment and consumer demand (see NotiCen, 07/25/96 and 10/31/96).

El Salvador and Guatemala move from robust to moderate growth
As in Costa Rica, strict fiscal and monetary policies aimed at controlling inflation contributed to
the economic slowdowns in El Salvador and Guatemala (see NotiCen, 06/20/96 and 10/10/96). Poor
coffee prices also hurt those two economies, as did the drop in trade among the Central American
countries, since exports to the other members of the common market are particularly important for
El Salvador and Guatemala.
In contrast to Costa Rica, however, those two countries still achieved moderate growth rates last
year, although significantly lower than in 1995. El Salvador registered a 3.5% expansion of GDP
last year, about three percentage points less than in 1995, when the economy grew by a robust
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6.5%. In Guatemala, GDP grew by about 3% in 1996, down from 4.5% growth in 1995. According to
ECLAC, however, the Guatemalan economy is expected to rebound significantly in 1997 because
of the signing of a final peace agreement with the Guatemalan guerrillas, which ended 36 years
of civil war (see NotiSur - Latin American Affairs, 01/17/97, and NotiCen, 01/16/97). The country's
newfound political stability is expected to encourage capital repatriation, a jump in domestic and
foreign investment, a surge in income from tourism, and a huge jump in loans and donations from
multilateral and bilateral sources.

Panama registers decline in some services and in agriculture
Finally, the Panamanian economy grew by only 2% in 1996, registering a slight decline from 1995,
when the GDP grew by about 3%. According to ECLAC, the slowdown reflects stagnation in some
key service sectors and in the agricultural sector. Operations in the Colon Free Zone (Zona Libre
de Colon, ZLC) suffered significantly last year from increased competition from similar trade zones
being set up in other countries. In addition, new taxes imposed on ZLC activities at the beginning of
the year greatly reduced business activity in the zone (see NotiCen, 08/15/96).
ECLAC says that the banking sector also registered a noteworthy slowdown last year, although
transportation through the Panama Canal continued to increase in 1996, somewhat offsetting the
downturn in the other service sectors. Agricultural production, however, dropped markedly in 1996,
largely because of government efforts to tear down protective tariffs. [Prensa libre (Guatemala),
12/19/96, 01/23/97; Reuter, 11/21/96, 01/21/97, 01/24/97, 01/25/97; Agencia Centroamericana de
Noticias-Spanish news service EFE, 11/21/96, 01/26/97]
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